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INDEPENDENT AUDITORS' REPORT

To the Board Members
Hursn Regicnal Water Authority
Port Austin, Michigan

We have audited the accompanying basic financial statements of the Huron Regional Water Authority as of
and for the years ended September 30, 2008 and 2007 as listed in the table of contents. These financial
stataments are the responsibility of the Authority's management. Our responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audits in accordance with auditing standards gensrally accepted in the United States of
America and the standards applicablz to financial audits contained in Government Auditing Standards, 1ssued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstaterment. An audit
includes examining, an a test basis, evidence supporting the amounts and disclosures in the financial staternents.
An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our apinions.

In cur opinign, the financial statements referred to above present fairly, in all material respects, the financiat
position of the Huron Regional Water Authority as of September 30, 2008 and 2007 and the resulls of its
gperations and cash fiows for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Govermment Audiling Standsrds, we have alse issued our report dated January 16, 2008
an our consideration of the Authority's internal control aver financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is ko describe the scope of our testing of internal contrel over financial reporting and compliance and
the results of that testing and not te provide an opinion on the intermal control over firancial reparing or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in canjunction with this report in considering the results of our audit.

The management's discussion and analysis {identified in the table of contents) is not a reguired part of the
basic Ainancial staternents but is supplementary information required by accounting principles generally accepted
in the United Siales of America. We have applied certain imited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the reguired supplementary
information. However, we did not audit the information and express no apipioh on it.

el ,AC,

BRIMNING ENARTKER, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

Jahuary 16, 2008
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EIMVARTY ). MCHORE, (P4 COMPLIANGE AND OTHER MATTERS BASED QN AN ALDIT OF FINANCIAL
STATEMENTS FERFDRMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board Members
Huron Regicnal Walter Autharity
Port Austin, Michigan

We have audited the basic financial statements of the Huron Regional Water Authority as of and
for the year ended September 30, 2008 and have issued our report thereon dated January 16, 2009,
We conducted our audit in accordance with auditing standards generally accepted in the United States
of Amenca and the standards applicable to financial audits contsined in Government Auditing
Standards, issued by the Comptroller General of the United Stales.

Internal Control r Financi gportin

In pfanning and performing our audit, we considered the Huron Regional Water Authority's interpal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing gur opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Huron Regional Water Authority's internal contrel gver financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Huron Regional VWater
Authorty's intemat control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management
or employses, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency. or combination of
cantrol deficiencies, that adversely affects the Huron Regional Water Authority's ability to initiate,
authonize, record, process, or report financial data reliably in accordance generally accepted
accounting principles such that there is more than a remote liketihood that a misstalement of the
Huran Regional Water Authority's financial statements that is more than inconsequential will not be
prevented or detected by the Huron Regional Water Authority's internal control,

A material weakness iz a significant deficiency, or combination of significant deficiencies. that
results in more than a remcte likelihood that a material misstatemsent of the financial statements will
not be prevented or detected by the Huron Regional Water Authorily's internal contral.

Qur consideration of intemal control over financial reporting was for the limited purpose described
in the first paragraph of this section and would not necessanly identify all deficiencies in internal
control that might be significant deficiencies or malerial weaknesses. We did not identify any
deficiencies in internal control aver financial reporting that we consider to be material weaknesses, as
defined above.

G Westland rive, Bad Axe, Machigan 4813, (98 JA9-99004, Fax (MHN 264-755]
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Complia nd Other Mattars

As part of obtaining reasonable assurance about whether the Huron Regional Water Authority's
financial statements are free of material misstatement, we pedormed tests of its compliance with
certain provisions of laws, requlations, contracts, and grant agreements, noncompliance with which
could have a direct and materal effect on the determination of financial staternent amounts. Howeaver,
providing an opinion oh compliance with these provisions was not an objective of cur audit, and
accordingly, we do not express such an opinian. The results of our tests disclosed no instances of

noncompliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended solely for the information and use of management, the Beard, others within
tha entity, and federal awarding agencies and pass-through enlittes and is not intended to be and
should not be used by anyone other than these specified partias.

6- ' W&J,ﬁ.

BRINING\¥ NARTKER, P.C.
CERTIFIED FUBLIC ACCOUNTANTS

January 16, 2009
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HURON REGIONAL WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALYSIS
FYE 10/01/07 thru 9/30/08

The Huron Regional Water Authority (HRWAY} is presenting the following discussion and
analysis in order to provide an overall review of the utility’s financial activities for the fiscal
year ending September 30, 2008, We encourage readers to consider the information
presented here in conjunction with the financial statements and notes to the basic
financial statements in order to enhance their understanding of the utility's financial
performance,

2008 FINANCIAL HIGHLIGHTS

« The utility's operating revenues were 4.02% over the budgeted amount of
$954,000.

s The utility's operating expenses were 30.4% over the budgeted amount of
$946,200.

» The utility’s total assets decreased $232,650 or 3.48% from 2007 to 2008.
GENERAL INFORMATION ABOUT HRWA

In the mid 1290's, the City of Bad Axe and the Village of Port Austin were both facing
unigue challenges to provide their citizens with high quality clean drinking water. Bad Axe
was facing a deadline for arsenic levels that the EFA imposed and, with their current
system, would not be in campliance in the year 2006, Port Austin was facing a problem
with their treatment plant that was going to need attention. The two communities decided
that in the best interest of all involved, a regional water systemn would be appropriate to
address these issues.

Qver the next few years, the City of Bad Axe was awarded EPA grants calling for a
matching fund to improve their water system and develop a seventeen-mile pipe-line to
connect to the water supply in Port Austin. The EPA awarded approximately $4, 574,000
to develop this system. The Huron Regicnal Water Authority was formed in 2002 and
work began on developing this project. With the help of USDA Rural Development and
the EPA, the funding was put together to move this project forwarg. The project consisted
of two segments. The first segment (Shared Facilities) consists of the water treatment
plant and the peripheral support systems including the transmission line to the first
booster station. The second segrment (Separate Facilities) consists of the three booster
statipns, transmission main for the first station to the City of Bad Axe, a waler tower
located west of the City of Bad Axe and the support systems that go afong with these
units. The total cost of the joint projects had an estimated value of $17,995,000.

A management agreement between the two entities established the authority. The board
of directors consists of two members representing each entity and two alternates, one
from each entity. The board has four officers; President, Vice-President, Secretary, and
Treasurer. The members will serve a two-year term each with the terms staggered to
sllow each entity to have one pesition needing reappeointment each year.



HURON REGIONAL WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALYSIS
FYE 10/01/07 thru 9/30/08

RATES

The utility established rates based on the projected budget. The budget utilizes the priar
year metered flows to both the City of Bad Axe and the Village of Port Austin. The
adopted rates for the fiscal year ending September 30, 2008 were as follows: cperations
$1.55 per 1,000 gallons of metered flow, shared facilities debt $3.27 per 1,000 gallons of
metered flow, and separate facilities debt $1.47 per 1,000 gallons of metered flow.

UTILITY FINANCIAL ANALYSIS

The Statements of Net Assets include all of the utility’s assets and liabilities and provide
information about the nature and amount of investments in resources and the obligations
to creditors. This statement provides the basis for evaluating the capital structure and
assessing the fiquidity and financial flexibility of the utility.

We presert a summary of the utility’s Statement of Net Assets Table 1.

Talrle 1

Condensod Statements of Natl Assets

2006 2007 2008
Current and Other Assets 3 200,291 3 256 808 114 B25
Reztricted Aszets 143714 313,874 625,682
Capital Assats 17,286,205 17 300,175 16,5984 691
Total Asgelts 17,640,210 18 070 857 17,728,908
Current Debt 88,424 265 835 266 626
Long Term Debt 10,654 000 11,135,004 11,025,000
Total Liakilities 10,742 424 11,400 835 11,291 626
Invested in Capital Assets
Mel of Related Debt 8,776 304 6, 165175 5,959,651
Restricted 143,714 513,874 820,682
Unrestricted (32,232) (9027} {152,001)
Total Net Assets $ £ 8877865 $ BETQ022 § 6437372

The total value of the capital assets decreased during the 2008 year as the modification of
the intake was completed dunng the year and all construction contracts were closed out
but the cost of depreciation allocated also increased. The Board of Directors also
approved moving some of the money for payment on the bond issue to Certificates of
Deposit with Citizens First to improve the rate of return on the short term investment.
These CD's had a return that was more than double the rate they were earning at the Port
Austin State Bank.



HURCN REGIONAL WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALY SIS
FYE 10/04/07 thru 9/20/08

Total liahilities decreased as a direct result of payments made on the bond issue to USDA
Rural Development.
2008 OPERATING RESLULTS

Table 2

Condensed Statements of Revenues,
Expensas and Changes in Not Assets

2006 2007 2008
Operating Revenues 3 724 637 ¥ aqa7 529 3 892 311
Non-Operating Revenues 249 473 4 229 g 887
Total Revenues 874,110 1,001,758 1,001,188
Operating Expenses 391,080 743356 750,900
Depreciation Expensze 351,480 476,166 482 948
Non-Operating Expense - - -
Total Expense 742,540 1,219 522 1,233 848
Change in Net Assets 231,570 {217,764} (232,650)
Beginning Met Assets 6,656 2168 B,B87 785 B670,022
Ending Net Agsets & B.BBE7.7AE $ B670022 $ B 437 A7z

———— ————— —

The utility began operations January 3, 2006 and generated operaticnal revenues of
3724 637 and also received an additional grant from the EPA in the amount of $248,249
to assist in the construction efforts during the year ended September 30, 2005. In the
fiscal year ending September 30, 2008 the utility generated $9292,311 in revenues from
operations and an additional $8 887 in interest revenue on investments.



HURON REGIONAL WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALYSES
FYE 10/01/07 thru 2/30/08

Table 3

OPERATING REVENUES AND EXPENSES

2006 2007 2008
OPERATING REVENUES:
User Fees $ 7MW ¥ 985571 ¥ 975515
Dther - 10,958 15,795
Tatal Operating Revenue 724 637 897 528 892 311
OPERATING EXPENSES:
Contractual services:
Management Services 145,112 231,775 232,956
Legal and Professional 1.286 7679 5498
Insurance 12,204 10,796 11.297
Other 263 193 2,545
Bond Interest Expensa 232215 492,913 495,600
Depreciation 351,460 476, 168 482 948
Total Operating Expenses 742 540 1,219 522 1,233,848

NET OPERATING INCOME {LOSS) 3 {17,903} § (2219383) b {241 537)

Revenues

The utility generated $992,311 of operating revenue during fiscal year 2008 of which
$976,516 was from the sale of water. The Certified Laboratory at the facility generated an
additional $15,795 in revenue from drinking water analysis. The utility budget for the fiscal
year ended September 30, 2008 projected water sales of approximately 157 million

gallons. The utility actually sold just over 163 million gallons of water, The water rates for
the 2008 fiscal year were set as follows: operating commodity charge, $1.65 per 1,000
gallons; shared facilities debt charge of $3.27 per 1,000 gallens; and the separate facilities
debt charge of $1.47 per 1,000 gallons.

Expenses

Operating expenses totaled $1,233 848 for the twelve months of operation in 2008.
Depreciation accounted for $482,948 or 39% of the total operating expenses, while
interest expense on the bond issues accourted for $498 600 or 40% of the total
expenses. The non-overhead cost of operating the facility accounted for only 21% or
$252 300 of the tatal expense cost.



HURON REGIONAL WATER AUTHORITY

MANAGEMENT'S DISCUSSION AND ANALYSIS
FYE 10/01/07 thru 9/30/08

DEBT

The utility has utilized United States Department of Agriculiure Rural Development funds
for the construction of this project. Approved funds for this project totaled $11,335,000.
Repayment of these funds will be over forty {40} years,

GROWTH

To provide growth for the utility, the City of Bad Axe is [ooking to expand its service area
to potential custorners such as Huron Medical Care Facility and Huron Medical Center.
The City of Bad Axe has entered into a contract with North Huron High School and now
provides the facility with drinking water.

The Village of Port Austin has expanded its service area to Pointe Aux Barques Township.
Hume Township and Port Austin Township have expressed interest in receiving drinking
water from the Village but there are no immediate plans to enter into any agreements.

PROJECTED CAPITAL EXPENDITURES

Mo capital improvements are planned at this time. The facility is new and any need for
axpansion will be determined by the growth of the two entities that are served by the
utility.

The Beoard of Directors approved establishing a repair and replacement fund beginning
with the fiscal year ending September 30, 2009, A total of $18,000 per year will be set
aside for repairing and or replacing equipment as future neads anse.

ECONOMIC FACTORS

Port Austin's service area is a resort town that has a year round population that has a high
percentage of retirees on a fixed income. Port Austin alse has a summer population that
is double that of the year round population. The seasonality of this entity results in major
fluctuations in the demand for water.

Bad Axg’s service area has a stead}.r poquatian and the demand for water remains
relatively constant year round.

UTILITY CONTACT INFORMATION

This financial report is designed to provide our customers and creditors with a general
overview of the utilities finances and to demonstrate the dtilities accountability for the
funds it receives. Anyone having questions regarding this report or desining additional
information may contact the Huron Regional Water Authority, 768 W. Spring St., P.O. Box
549, Port Austin, Michigan 48467 or by phone at (988) 738-8140 or email at
hrwatairadvantage.net.
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HURON REGIONAL WATER AUTHORITY
BUSINESS-TYPE ACTIVITIES
STATEMENTS OF NET ASSETS
FOR THE YEARS ENDEDC SEPTEMBER 230, 2008 AND 2007

2008 2007
ASSETS
CURRENT ASSETS:
Cash - checking accounts {Note 2} $ 28,933 3 163,403
Cash - interest bearing savings - restricted {Note 2) G248 682 5136874
Accounts receivable 80,517 85,933
Prepaid axpenses 5175 7ATE
TOTAL CURRENT ASSETS 744 307 F70,6B82
NONCURRENT ASSETS - CAPITAL ASSETS (NOTE 3} 16,884 881 17,300,175
TOTAL ASSETS 17,728 958 18,070 857
LIABILITIES
CURRENT LIABILITIES:
Current portion of revenue bonds payable {Note 4} 123,000 114,000
Accrued interest payable 248,083 246 020
Actounts payable 18,563 19,815
TOTAL CURRENT LIABILITIES 389 626 375,835
NONGURRENT FORTION OF REVENLIE BONDS FAYABLE (NOTE 4) 10,902,000 11,025,000
TOTAL LIABILITIES 11,291,626 11,400 835
NET ASSETS:
Invested in capital assets - net of related debt 5,959,691 6165175
Restricted for bond repayment 629,682 513,874
Unrestricted {deficit) {152,001} {9,027
TOTAL NET ASSETS P 6437372 $ 6670022

The accampanying notes are an integral part of the financial statements.
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HURQON REGIONAL WATER AUTHORITY

STATEMENTS OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS

BUSINESS-TYPE ACTIVITIES

FOR THE YEARS ENDED SEPTEMEER, 30, 2008 AND 2007

OPERATING REVENUE
TOTAL OPERATING REVENUE
OPERATING EXPENSES:
Administrative expenseas
Bond interest
Insurance
Legal and professional
Miscellanecus
Contract management fees
Depreciation
TOTAL OCPERATING EXPENSES
OPERATING INCOME {LOSS)

NONOPERATING REVENUE:
Interast income

TOTAL NONOPERATING REVENUE
CHANGE IN NET ASSETS
NET ASBETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

The socompanying notes are an integral part of the financial statements.

1d

2008 2007
252 311 ] 997,628
282 311 987,528
493 500 4892 813

11,297 10,796
5408 7679
2,549 193

232 956 231,775
482 948 476,166
1,233,848 1,219,522
{241,337} (221,993)
5887 4229
8,857 4229
(232 6500 {217,764
5,670,022 5,857,786
5,437,372 ¥ 6670022




HURON REGIONAL WATER AUTHORITY

BUSINESS-TYPE ACTIVITIES
STATEMENTS OF CASH FLOWS
FOR THE YEARS EMDED SEPTEMEER 30, 2008 AND 2007
2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash receipts from customers and users % 887 727 5 959 884
Cash payments to suppliers for goods and services {747.812) {565,642)
NET CASH PROVIDED BY OPERATING ACTIVITIES 249515 424 242
CASH FLOWS FROM CARPITAL AND RELATED FINANCING ACTIVITIES:
Payments for the construction of capital assets {167 464) {490,136}
Collection of bond proceeds - USDA Rural Development - 5B6.000
Payments of bonds - USDA Rural Development {110,000) {105,000}
MET CASH FROVIDED (USED) BY CAPITAL AND RELATED
FINANCING ACTIMITIES (277 454) f9,136]
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of interest bearing savings {115,808} (370,160
Interest received on investments 8 287 4,229
MNET CASH PROVIDED {(USED) BY INVESTING ACTIVITIES f106,521) {365.931)
MET INCREASE (DECREASE) IN CASH {134 470) 42175
CASH - BEGINNING OF YEAR 163,403 114,228
CASH - END OF YEAR B 28 833 3 163,401
RECONCILIATION OF CPERATING INCOME TO NET CASH PROVIDED
EY OPERATING ACTIVITIES:
Operating income (loss) {241 53T} 221,993
Adjustments to reconcile operating income {loss) to net cash
provided by operating activities:
Depreciation 482 948 478,166
Changes in assets and liabilities:
fincrease) decrease in accounts receivable 5416 {7 E43)
Crecreass in prapaid expanses 2,297 303
Increase in accrued interest payable 2,043 246 020
{Decrease) in accounts payable {1,252} {68,609)
NMET CASH PROVIDED BY OPERATING ACTIVITIES ;] 249915 % 424 242

The accompanying noles are an integral part of the financial statements.
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HURON REGIONAL WATER AUTHORITY
NOTES TQ THE FINANCGCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 20, 2008 AND 2007

TE 1 — SIGNIFICANT ACC TING POLICIES:

The Huron Regional Water Authority was jeintly incorperated in 2004 by the Village of Port Austin and the City of
Bad Axe (the municipalities) for the purpose of abtsining financing to construct Lake Huron water processing and
purification facilities and selling purified water to the Municipalities.

The board consists of two members from the City of Bad Axe and two members from the Village of Part Austin.

The Municipalities share of the operating costs is fo be based on their respective gallon water consumption. Any
contributions from the Municipalities for principal payments on bonds and acquisition of capital assets are to be
credited to nonoperating revenus.

As of September 30, 2005 the water system was in the process of being constructed, but was not cperational. It
became ¢perational on January 1, 2006,

Reporting Entity — In accordance with the provisions of the Govemmental Accounting Standards Board (GASB)
Statement No. 14, the definition of the reporting entity is based primarily on the premise of financial accountability.
The Authority is a primary government and is financially aceountable for the organizations that make up its legal
entity. It is also financially accountable for legally separate organizations if its officials appoint a voting majority of
an organization's governing body and either it is able to impose its will on that organization or there is a potential
for the crganization to provide specific financial benefits to, or impose specific financial burdens on the primarny
government. A primary government may alsc be financially accountable for governmental organizations that are
fiscally dependent an it. These types of organizations are deemed to be compoenent units,

Based on the provisions of GASE 14, there are no arganizetions that are deemed o be component units of the
Authority,

Basis of Prasentation - The financial activities of the Authority are recorded within ane fund, categorized and
described as follows:

PROPRIETARY FUND

Enterptise Fund — The enterprise fund reports operations that provide services which are
financed primarily by user charges.

Basis of Accounting — The Authority wtilizes the accrual basis of accounting. Revenue is recorded when eamed
and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.

Cash and Cash Equivalents — The Authority considers all highly liguid investments with an criginal maturity of
three months or less to be cash equivalents, exclusive of restricted savings.

Proparty, Plant and Equipmaent — Property, plant and equipment are recorded at cost. Depreciation is computed
using the straight-line method based upon the estimated useful lives, which range from S to 40 years.

Accounting Estimates — The process of preparing financial statements in conformity with generally accepted
accounting principles requires the use of estimates and assumptions regarding certain types of assets, liabilities,
revenues and expenditures. Such estimates primarily relate to unsettled transactions and events as of the date of
the financial statements. Accordingly, upon setiement, actual results may differ from estimated amounts.
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HURON REGIONAL WATER AUTHORITY

NOTES TQ THE FINANCIAL STATEMENTS

FOR THE YEARS ENDED SEPTEMBER 31, 2008 AND 2007

{CONTINUED)

NOTE 2 — CASH:

Deposits — The Authority's cash accounts consist of three interest bearing checking accounts. As of September

30, 2008, the carrying amount of the Autharity's checking accounts was $28,833 and the bank balance was %17 536,

Thea Authority also has restricted short-term savings account balances totaling $455 845 at the same bank as the
checking accounts, as of September 30, 2008. Of the bank balance, $250 000 was covered by Federal Depository
Insurance and $234,778 was uninsured. The Authority believes that, due to the dollar amounts of cash deposits and
the: limits of FDIC insurance, it is impractical to insure all bank deposits. As a result, the Authority evaluates each
financial institution with which it deposits Autharity funds and assesses the level of risk of each institution; anly those

institutions with an acceptable estimated risk level are used as depositoties.

A separate bank has restricted short-term savings account balances totaling $173,837 which were all covered by

Federal Depository Insurance.

NOTE 3 — CAPITAL ASSETS:

Capital asset activity for the year ended Septernber 30, 2008 was as follows:

Balance Balange
Cetober 4, September 30,
2007 Addition Deletions 2008
Capital assets not being depreciated:
Land 3 245,719 3 - 3 % 246 719
Capital assets being depreciated.
Bad Axe water tower 75¥.078 - 757,078
Bad Axe looping 743,927 - 743,527
Transmission main - separate 5, 7E9,161 1,350 5,790,511
Boosler stations 1, 717424 - 1,717 424
Wiater treatment plant G 983,580 123,659 7,107,238
Watar intake 951 387 42 455 893 842
Transmissian main - shared 038 525 - 438,625
17 881 082 167 464 18,048,546
Less accumulated depreciation;
Bad Axe water tower 44 163 25238 69,399
Bad Axe looping 32,546 18,598 51,144
Transmigsion main - separate 252,582 146,217 388,799
Eooster stations 75,931 43,756 118,687
Water treatment plant 328,535 183,704 520,239
Water intake 55,498 31,831 87,329
Transmission main - shared 40,371 23 606 63,977
827 626 482 848 1,310,574
Net capital assets being depreciated 17,053 456 {315,484) 16,737,972
Tolal capital assets - nat § 17,300,175 $ (315484) & ¥ 16,984 691

{Continued)
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NOTE 3 — CAPITAL ASSETS:

HURCM REGIONAL WATER AUTHORITY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007
(CONTINUED}

(Continued)

Capital asset activity for the year ended September 30, 2007 was as follows:

Capital assets not being depreciated:

Land

Capital assets being depreciated:
Bad Axe water tower

Bad Axe looping

Transmission main - separate

Boaster stations

Water treatment plant

Water intake

Transmission main - shared

Less accumulated depreciation:
Bad Axe water tower

Bad Axe looping

Transmission main - separate

Bonster stations

Water treatment plant

Waler intake

Transmissien main - sharad

Net capital assets being depreciated

Total capital assets - net

Capital assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated

Balance Balance
October 1, September 30,
2006 Additions Deletions 2007
3 246719 3 - $ - % 246,719
7078 - - TH7.078
743,927 - - 743,927
5,708,898 an,262 - 5,789,164
1,686,596 30,828 - 1,717,424
6 642 091 341 488 - £5,983,580
951 387 - - 951,387
a0, 568 A7.557 - 938,525
17,380,846 490,136 - 17,881,082
18,827 25236 - 44 163
13,848 18,598 - 32,546
107 845 144,737 - 252 582
32,240 43691 - 75,83
137 715 188,820 - 226,535
23,785 31,713 - 55,498
17 000 23,371 - 40,371
351 460 476,166 - 827 626
17,030 488 13.870 - 17 053, 456
S 17286205 § 138970 § - _$ 17,300,175

capital assets are recorded at estimated fair value at the date of donation.

Major cuttays for capital assets and improvements are capitalized as projects are constructed. The walter system
became operational on Janyary 1, 2008 at which time depreciation began to be calculated. Interest during the
canstruction phase of the capital assets amounted to 3447 574 and is included as part of the capitalized value of the
assels constructed.

Depreciation of these assets is charged as an cperzating expense and is calculated an a straight-line basis over

the astimated useful lives as follows:

Ceprectation expense was $482. 548 and 3476156 for the years ended September 30, 2008 and 2007,

respectively.

Asset Classification

Bad Axe water tower

Bad Axe looping

Trangmission main - separate

Booster stations

Water treatment plart

Water intake

Transmission main - shared
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HURON REGIONAL WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007
{CONTINUED}

NOTE 4 — BONDS PAYABLE:

The Authority has been approved to issue bonds for the construction of capital facilities by U.S.D.A. Rural
Development as follows:

Shared Separate Separate
Series 2004 A Series 2004 B Series 2004 C
Water Supply System  Water Supply System  Waler Supply System
Bgvenug Bonds Fgven n Revenue Bonds Tolal
Bond procesds approved as of;
September 30, 2004 3 1,824 000 % 135,000 5 166,000 $ 2225000
September 30, 2005 2,756 000 1,154,000 1,660,000 5,570,000
September 30, 2006 2,554 000 - - 2,954 000
September 30, 2007 586,000 - - 586,000
Total bond proceeds 8,220,000 4,289 000 1,826,000 11,335,000
Bond payments as of.
September 30, 2008 {240,000) {34,000) (36,000} {310,000}
Balance owing at
September 30, 2008 5 7. 880,000 3 1,255.000 ] 1,790,000 $ 11025000
Balance owing at
October 1, 2006 3 7,559,000 3 1,280,000 3 1,815,000 % 10,854 000
Bond proceeds 588,000 - - 586 000
Bond payments (80,000} {10,000} {15,000) {105,000
Balance owing at
Septemnber 30, 2007 8,065,000 1,270,000 1,800,000 11,135,000
Bond proceeds - - - -
Bond payments {85,000} (15,000} {10,000) (110,000}
Balance owing at
September 30, 2008 3 7,980,000 5 1,255 000 3 1,790,000 § 11 UZSEDUD

(Continued}
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HURON REGIONAL WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007
{CONTINUED}

HOTE 4 — BONDS PAYABLE: {Continued)

Imterest accrues at the rate of 4.5% and is due October 1 and April 1 on the unpaid balance of the bonds.
Principal is due annually on Octaber 1 according to the following estimated schedule of debt service requirements to
maturity, when the project is finalized:

Year Ending
September 20 Principal Interest Total
2004 3 123,000 5 483 358 ] 618,358
2019 133,000 487 5897 G20,587
201 138,000 481,500 619,500
itk 148,000 475,065 623,065
2013 153,000 458,292 a21,242
2014 - 2018 850,000 2,329,750 3,089,750
2019 - 2023 1,060,000 2016675 3076675
2024 - 2028 1,365,000 1,744,763 3109763
2029 - 2033 1,725,000 1,387,812 3122812
2034 - 2038 2,120,000 956,375 3,086,375
2039 - 2043 2,605,000 436 388 3,041 388
2044 £85,000 13,387 808,387

& 114,025,000 $ 11,210,862 $ 22,235 862

The Village of Port Austin and the City of Bad Axe have irevocably pledged the net revenues of ther respective
water supply systems for their respective obligations for bond payments. In addition, they have agreed to make
additional payments to the Authority for operation angd maintenance expenses to support the Autherity, The
phligations of each lecal unit under the contract are not general obligations of each local unit, but are limited to the net
revenues of each local unit's water supply system.

NOTE 5 - WATER SUPPLY MANAGEMENT CONTRACT:

The Authonity operates under a contract whereby it owns, maintains and cperates shared facilities. These shared
facilities consist of a lake water intake, a treatment plant, a water pumping station and a transmission line from the
treatment plant to the connection point. The Authority also owns separate facilities which are leased to the City of Bad
Axe for 31 per year for the term of the contract (40 years}. The Cily of Bad Axe is solely responsible for the operation
and maintenance of the separate facilities and has the exclusive right o determine which customer in its service area
shall be connected to the separate facilities. The separate facilities consist of the water transmission line and pumping
stations between the connection point and the City limits, the watéer tower located in Colfax Township and other
lpoping improvements.

The shared facilities and separate facilities were financed by a combination of grants and bonds totaling
approximately $13,680,000 ($10,317.000 shared facilities and $3,363 000 separate facilities). In additian, the Village
of Port Austin transferred its eguity interest in land and the lake water intake to tha Authority. The City of Bad Axe
assigned capital assets totaling $4,573,751 to the Authority as part of the separale facilities. The City paid for these
asseis with federal grant monies and has agreed to indemnify and hold the Authority harmless from any liabilities
resulting from any subsequent audit of these grant proceeds.

NOTE 6 - RISK MANAGEMENT:

The Authority is exposed to various risks of loss related to property loss, torls, emors and cmigsions, empioyes
injuries, and natural disasters. The Authority participates in the Township Participating Plan through Michigan
Community Underwriters for claims related o property loss, ratural disasters, general lability, errors and omissions
and auto liabifity.
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HURON REGIONAL WATER AUTHORITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED SEPTEMBER 30, 2008 AND 2007
{CONTINUED)

NOTE T - ATIONA VICE AGREEMENT:

On December 18, 2006 the Authority entered into an agreement with Wade Trim Operation Services, Inc. to
provide operational services for the water facility. The tarm of the agreement is for five years beginning December 18,
2006 at an annual cost of $208 840, including maintenance, chemical, and electric power allowances. Amounts in
excess of the allowances are billed in addition. The agreement has renewal options for three additional years. Future
adjustments to the contract can be negeliated if the Consumer Price Index exceeds 4% or if flow changes increase by
more than 5%. Additionally, the Authority will pay for all capital expenditures and will maintain property insurance on
the facilities. Major services provided by Wade Trim Operation Services, Inc. include:

1) Day to day cperational costs of the water system, including labor costs and ufility and chemical costs, within
allowances, and accounting services,

2} Preventive and corrective maintenance and repairs up to 57,000 per vear,
3y Reading, billing and collection services.
4) Acting as the Authority's liaison with local, state and federal regulatory agencies.

For the years ended September 30, 2008 and 2007, Wade Trim Cperation Services, Inc. provided these services
oh a contractual basis for $232 996 and $231.775, respectively.
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